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Affordable Housing Investment and Management: A risk assessment 
process of investment life cycle 
 
Abstract 
 
The housing boom, resources boom, and high demand have leveraged housing prices in 
Australia.  Limited land supply, statutory and infrastructure charges, and development 
assessment processes have been identified by the Property Council of Australia as the 
main cause of worsening housing affordability in Australia.  Without government 
intervention, market mechanisms are not working for affordable housing investment. 
 
The main source of information is interview results of housing stakeholders, 
representative of government, private sector and not for profit organisation.  This paper 
reviews the uncertainty or risk related to affordable housing investment through the 
supply life cycle process.  The supply life cycle process started with ideas, planning and 
analysis (feasibility), making it happen and making it work (property, asset and portfolio 
management). 
 
This paper also investigates challenges for implementation of affordable housing 
investment which require stakeholder partnership arrangement. In conclusion, the 
research suggests many forms of collaborative or partnership arrangements among 
stakeholders are required to attract more affordable housing investment. 
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1. Introduction 
 
Housing or shelter is a basic need for everyone, however, not everyone could have 
appropriate house according to what they want.  For low income people having an 
affordable housing is a dream that might not be achieved with the current Australian 
market situation.  Some low income people might be trapped in the rental market (public 
housing or private rental market). 
 
The scarcity of public housing stock which is the main supply for low income people has 
forced them to search for private market.  Moreover, Commonwealth government has 
shifted the housing policy from direct provision of public housing to provide rental 
assistant for low income people to rent in the market or private housing. 
 
In the private market, older stock of low cost housing is also disappearing because it has 
been converted to middle or higher cost housing to cover high construction cost. The 
housing boom, resources boom, and high demand on housing have leveraged housing 
prices in Australia.  Moreover, limited land supply and increase of statutory and 
infrastructure charges, and development assessment processes have been identified by the 
Property Council of Australia as the main cause of worsening housing affordability in 
Australia.   
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Queensland Department of Housing (2007) defined affordable housing in six 
components: appropriateness of the dwelling; housing and social mix; tenure choice; 
location; quality of environmental planning and design; and cost.  These ideal 
affordability criteria acknowledge household immediate and future needs as well as 
housing design and neighbourhood requirements.  
 
Household needs related to the appropriateness of the feature and size of houses; a range 
of housing types, tenure choice and styles for different stages of household life cycle; and 
the cost of housing.  The standard measurement is used widely is the household should 
spend not more than 30 per cent of their income on mortgage or rental payments.    
 
The physical aspect of affordable houses is very important too.  Smart and sustainable 
housing initiatives have been introduced by Queensland Department of Housing. Ideally, 
houses should fit to anyone.  The initiative emphasises universal design principle, 
responsive to local microclimate and environmental conditions, cost effective and safe. 
 
Besides addressing household needs, affordable housing should also meet neighbourhood 
requirements such as compatibility with adjacent land use.  It requires necessary 
infrastructure and services to support household needs such as transport networks, 
employment, communication and other services and facilities. 
 
In the perfect market condition, high demand of housing will attract supply and indirectly 
might reduce the production cost because of the economic of scale.  Commonwealth 
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government has ‘shifted’ their policy to support market mechanism such as giving rental 
assistance for low income people to help them entering private rental market.  However, 
housing market is not perfect and affordable housing investment also attached both risk 
and opportunities.  At present, there are not sufficient incentives for private developer to 
enter affordable housing investment. 
 
The aim of this paper is to review the uncertainty or risk related to affordable housing 
investment through the supply life cycle process.  Each step of real estate development 
will be reviewed the role of each stakeholder involvement and risk related matters.  This 
paper also discusses preliminary finding of ongoing housing research projects: 
partnership of affordable housing investment and management; risk-assessment practices 
in the private rental sector. 
 
 
2. Affordable housing investment and management 
 
Affordable housing investment is part of residential investment and real estate or real 
property investment.  Reed (2007: 10) stated that real estate is “the physical land and 
fixtures attached to the land”.  Real property includes all interests, benefits and rights 
inherent in the ownership of physical real estate. Whipple (2006:20-24) provides a list of 
physical, institutional, and economic characteristics of real estate.  The economic value of 
real estate depends on where the land is located because its immobility features.  Other 
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economic characteristics of property are durability, scarcity, a large economic units and it 
is unproductive by itself. 
 
Cowley (2007) classified macro and micro factors which are influencing real estate 
market.  The macro factors include changes in demographics, consumer preferences, 
society, economic and regulatory framework.  The micro factor is specific for individual 
property such as location, position, access, services, physical characteristics and legal/ 
lease structure. 
 
The definition of ‘land’, under Real Property Act of 1861 and Land Titles Act, was the 
standard definition is two dimensional with no height or depth restrictions.  It goes from 
‘heaven to hell’. Land owner a State-Guaranteed title as a transaction under this 
legislation, the freehold land easily transferable at a modes cost and safety.  The standard 
titles can have lease, easements, licence or mortgage (Havills, 2005). 
 
Housing investment is offered in real estate market which is not perfect.  A perfect 
competitive market includes frequently transaction of homogeneous commodity 
undertaken by a large number of knowledgeable buyers and sellers which allows free 
competition. Whipple (2006: 40) stated that real estate transaction required a considerable 
time because of the immobility and in homogeneity of real estate, buyer need to inspect 
the property.  Moreover, the administrative complexities in registering transfers of 
ownership and in obtaining mortgage funds supported by valuations.  
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Barrett and Blair in Ratcliffe, Stubbs and Shepherd (2004) mentioned the factors 
influence demand and supply for real estate market.  Demand is a function of population, 
income, employment, relative prices, taxes, interest rate, down-payment requirements and 
future expectations.  While supply is a function of expectations of demand, planned 
supply, competitive environment, availability, cost of land, labour and capital.  Although 
it is a clear demand on housing created by additional people live in rapid growth area 
such as South-East Queensland (see Figure 1), the supply is not automatically available.   
 
 
 
Figure 1: South-East Queensland Population Growth  
Source: Office of Urban Management (2005: 5)  
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Miles, Berens and Weiss (2000) suggested that the real estate supply involve eight-stage 
model of development process.  Starting from the inception of an idea, refinement it, 
conduct feasibility analysis, negotiate contract, entering formal commitment, construction 
process, formal opening and property, asset, portfolio management.  Those processes can 
be divided into three group activities, that is feasibility of ideas, make it happen and make 
it work.  The feasibility process may involve non linear approach.  A developer will not 
continue the idea if it is not feasible based on the market research, planning and analysis.   
 
Graaskamp (in Whipple 2006: 48) mentioned that Real Estate Process involved three 
groups of stakeholders that are “space consumer group, space producer group and public 
infrastructure group”.  Miles, Berens and Weiss (2000) named the stakeholders as “user, 
private sector and public sector”.  Ideally, development project meets objectives of all 
participants.  A successful use will achieve solvency of the system. 
 
In the context of affordable rental housing investment and management, the space 
producer group is the investors.  Investors will receive rental fee and capital gain 
potential.  On the other hand the cost of housing is indirect cost, compliance, direct cost 
for maintenance and operation cost.  
 
The second stakeholder is the public sector which has roles as regulators or politicians 
will provide infrastructure and services.  Government use the taxes, fees and charges to 
build the necessary infrastructure to support affordable rental housing investment such as 
transportation network, school, shops and hospital. 
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The third stakeholder participant is the consumer.  The users of space may be tenants or 
owner occupants.  In this study, the users of affordable rental houses are tenants.  Tenants 
pay rents and taxes to be able to use the space and services provided by the other two 
stakeholders. 
 
Property Council of Australia (2007) stated supply/demand imbalance cause declining of 
housing affordability.  Some of the constraints for land supply in Australia’s urban areas 
related to regulations and fees such as: 
• Taxes and laws 
• Public infrastructure funding 
• Financial market 
• Planning controls in land development zoning and building permits 
• Impact assessment  
• Public policy 
 
Queensland Department of Housing in the strategic plan for Affordable Housing (2007) 
stated that partnership among public/ private and not for profit organization will increase 
the supply of affordable housing. As stated in the above section, all stakeholders have to 
meet their ‘investment’ objectives.  Each stakeholder will have their investment criteria 
as bottom line on benefit and cost, return and risk. Risk and return is like two sides of 
coin, it is one package that we have to deal with (trades-off).  
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A Partnership is defined as ‘a relationship where two or more parties having compatible 
goals, form an agreement to do something together’ (Frank and Smith, 2000).  Table 1 
illustrates advantages and disadvantages of partnerships.  The partnerships arrangement is 
expected to bring synergetic outcomes by greater involvement of other parties. On the 
other hand, there are some challenges to join their resources in partnership arrangement.  
Different organisation culture, resources and authority may prohibit good cooperation and 
communication.  The major risk of conducting partnerships is possibility of greater 
financial losses can occur or the project becomes less profitable than without partnership. 
 
This paper discusses preliminary study on the barriers to enter partnerships in affordable 
housing investment management.  The interview results of major stakeholders, 
government, private sector and not for profit organisation, in this type of investment will 
be discussed in the section 4. 
 
Table 1: Advantages and Disadvantages of Partnerships. 
 
Characteristic Advantages Disadvantages 
Outcome Creative solutions 
Job creation 
Potential for more 
profitable outcome 
Greater financial losses can occur 
(more expensive or less profitable 
than without partnership) 
Power and status Enhance existing capacities Power and status differences between 
the partners 
Communication Improve communication Intra- and inter- organisational 
conflicts 
Organisation Holistic approaches and 
shared finding of solutions 
Difficulty in merging institutional 
values and cultures 
Technology Driving to change Non-compatible technology 
Partner selection May involve new 
participant 
Difficulty of changing partner 
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Source: Susilawati and Armitage derived from Frank and Smith (2005: p.241) 
 
3. Risk and risk management  
 
Table 1 above implicitly discussed also the potential outcome as well as some of the 
challenges in conducting partnership arrangement.  In order to building successful 
partnership, the parties need to manage the challenges and also the risk that the purpose 
outcome will not be achieved. 
 
Risk relates to uncertainty of receiving potential outcome.  The variant of possible 
outcome is represented the risk of the development project.  The greater the variant of 
returns (outcome) is interpreted the greater the risk. This section will discuss 
classification of risk, risk management tools and risk management process. 
 
Vaughan and Vaughan (2003) classified risk into four groups.  The first category is 
financial and non-financial risk, whether the risk will have direct financial impact.  The 
second category is static and dynamic risk.  The static risk includes predictable risk cause 
by human failure on destruction of asset.  The third category is fundamental and 
particular risk.  The last category is pure and speculative risk.  Pure risks include personal 
risks, property risks, liability risks and risks arising from failure of others. A list of 
personal risks comprises of premature death, dependent old aged, sickness, disability and 
unemployment.  The property risks consist of direct and indirect loss of the property.   
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A developer is not just taking risk to gain maximum profit but managing the risk to 
maximise possible return.  Developer may use risk management tool to control risk and/ 
or to spend some premium to transfer risk.  Risk control tools classified as risk reduction 
and risk avoidance (Vaughan and Vaughan, 2003).  Developer may also transfer risk to 
the third party such as insurance company.  The insurable company may take the risk of 
insurable risk such as financial risk, static risk, particular risk and pure risk.   
Since not every risk can be insured, developer will have to take some of the risk which 
represent on the risk premium or developer return. 
 
Risk management and risk mitigation are methods of reducing the variability of returns.  
In their investment decision developer may combine its risk mitigation strategy by avoid, 
reduce potential risk, transfer risk to the third party or take risk.  Like other management 
process, risk management process consists of objective determination, risk identification 
and evaluation, option analysis, decision implementation, evaluation and review. 
 
As mentioned in the previous section, development process involve eight-stage model 
and each stage has possible outcomes and risk related.  The major risks comprise of 
acquisition risk, planning and approvals risk, property specific risk, financial risk, 
construction and delivery risk, market risk, tenancy and property management risk.  In 
the next section, this paper discusses the tenancy and property management risk from 
preliminary results of research project on the allocation of tenant risk assessment process 
in the private rental. 
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4. Interview results 
 
The main source of information is interview results of housing stakeholders.  The first set 
of interviews conducted to representative of government, private sector and not for profit 
organisations.  In addition to build framework of further study on risk assessment process 
of investment life cycle, this paper discusses briefly the preliminary finding of ongoing 
housing research projects risk-assessment practices in the private rental sector. 
 
There were twenty people interviewed as representative of stakeholders who has 
involvement in delivery of affordable housing and partnership arrangements. Only 19 
data sets are able to be analysed.  Five people work as government officers, six people 
work for private sector, five people work at not-profit-organisation and three people work 
for one of the institutions but represent their individual opinions.  At the end of each 
interview session, participants were asked to fill in a short questionnaire to nominate their 
opinions on barriers to enter partnerships as listed in Table 1.  The likert score of 1 to 5 
was used, which are 1 is very unimportant and 5 is very important.   
 
Table 2 explains the results from all respondents.  The main concern, was nominated by 
the participants, is the expectation of a worse outcome than that anticipated from acting 
independently.  Besides anxiety of partnership outcomes, other challenges to start 
partnership arrangement are major stakeholders have some doubts about other parties’ 
motivation.  They have prejudice of other stakeholders’ motivation and the contradictory 
investment criteria among parties such as profit and not for profit purposes.  As a result of 
 13
the complexity of partnership projects, the next barriers were suggested by stakeholders 
such as difficulty in merging values and culture and potential of intra- and inter- 
organizational conflicts. 
Table 2. Barriers to entering partnerships in affordable housing investment and 
management 
 
Notes:  Important and very important 
   
  Fair 
   
  Not important 
Source: Susilawati and Armitage (2005: p.244) 
 
The private developers mainly sell the land and not manage it for investment purpose.  In 
the private rental market, the real estate agents normally manage it from individual 
owners not from institutional owners.  All participants from not for profit organisations 
suggested that they can manage affordable rental housing for low-income tenants.  They 
have valuable experiences managing low-income tenants in the community housing 
sector.  One of the private sector participants suggested that subsidise arrangement to 
 Total 
  mean standard deviation range 
Negative outcomes 4.08 1.34 1 – 5 
Power and status differences 2.92 1.23 1 – 5 
Organisational conflicts 3.58 1.07 1 – 5 
Difficulty in merging values and cultures 3.79 0.92 2 – 5 
Non-compatible technology 1.82 0.80 1 – 3 
Difficulty of changing partner 2.76 1.13 1 – 5 
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meet the rental gap in the private market have been a preferable models for private sector.  
They still achieve their business goal and able to get involve in providing rental 
accommodation for low-income tenants. 
 
An ongoing Australian Housing and Urban Research Institute research project entitled 
“Risk-assessment practices in the private rental sector: Implications for low-income 
renters” has enlightened to build a framework on risk assessment process of housing 
investment life cycle (Short, et al, upcoming).  Part of the initial stage of the study, Short, 
et.al (upcoming) conducted interviews to industry association representatives of Real 
Estate Institute in Queensland, New South Wales and South Australia.   
 
The preliminary finding of the study confirmed the normal business practices.  The main 
goal is to maximise profit of the real estate agency business by maximise income and 
minimise cost.  The main income from rental fee will be greater for property which has 
better condition.  The main operational cost of private rental housing is maintenance and 
repair.  Therefore, the major risk that need to be controlled by real estate agent are 
maximum rental income and minimum maintenance cost.  The real estate agent will be 
able to control (avoid) greater business risk if they allocated good tenants who able to pay 
nominated rent on time and able to take care of the property (Short, et al, upcoming). 
 
There are different risk parameters for each market participants in private rental 
management.  Risk for private sector (producer) consists of owner/ investor risks and 
professional/ property management agency risks.  Property owners concern on their 
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return on investment and their property value.  Property management agencies suggest 
some examples of risks that they need to manage, such as their company reputation, 
property owners’ financial capability to maintain their house and statutory and legal 
infringement. 
 
Different tenants have different situation, in the lack of affordable housing stock many 
low-income tenant have greater risk to their ability to pay their basic need after paying 
the housing cost.  In addition to the uncertainty of their income, they have to find home 
that cheap but not suitable without good amenities nearby.   
 
The process of tenant selection has a strong focus on ability to pay (financial capability) 
and ability to care (rental history).  In a low vacancy housing condition, many low 
income tenants have not been included in the preference listing process by the agents to 
minimise risk of rent arrears.   
 
The third party is public sector which comprises of government and community at large.  
The government needs to ensure all affordable housing projects conform to the master 
plan, regional plan, code and regulation.  The government has to manage risk of loosing 
political support for sustaining affordable housing provision and increasing social benefit 
program for low-income people.  The community at large will not experience affordable 
housing across community sector. 
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5. Portfolio mix and partnership challenges for implementation of affordable 
housing investment  
 
After discussing challenges on affordable housing partnership investment and 
management, this section will discuss suggested solutions that have been endorsed by 
Queensland state government.  Queensland government promotes Transport Oriented 
Development (TOD) by providing town planning relaxation to optimise development in 
transit nodes.   
 
Office of Urban Management (2005:134) defined Transit Oriented Development as 
“Mixed-use residential and commercial areas, designed to maximise the efficient use of 
land through high levels of access to public transport.”  Office of Urban Management 
(2005: 77) listed the transit oriented development principles: 
• Location 
• Land use type, density, intensity, mix and continuity  
• appropriate uses are residential, commercial, retail, recreation, community 
facilities, park-and-ride lots 
• Design adaptability, built form, open space, integration and parking 
• Transport efficiency  
• Social mix 
 
Many housing research suggested that solution for housing depends on the local 
condition; therefore, there is no single solution to solve affordable housing.  The solution 
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based on the case by case problems.  This study suggested that to make it happened; all 
three major participants of real estate development have to gain a balance of benefits 
(insolvency of the system). 
 
Further study need to be conducted to evaluate the effectiveness of portfolio mix than 
stand alone affordable project.  The portfolio mix consists of mixed product, mixed-use 
development, mixed-user, mixed-producer (partnership arrangement) and mixed-public 
infrastructure.   
 
6. Conclusion 
 
This study discusses the process of real estate supply from inception of an idea, feasibility 
analysis, make it happen and make it work.  A successful affordable housing project will 
achieve solvency of all stakeholders involved (space consumer, space producer and 
public infrastructure group).   
 
Ideally, although they might have contradictory investment criteria, they can work 
together to increase the supply of affordable housing.  Besides anxiety of partnership 
outcomes, other challenges to start partnership arrangement are major stakeholders have 
some doubts about other parties’ motivation.   
 
In order to maximise benefit of real estate development project, the stakeholders need to 
control and manage investment risk in every stage of investment. The major risks 
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comprise of acquisition risk, planning and approvals risk, property specific risk, financial 
risk, construction and delivery risk, market risk, tenancy and property management risk.  
Further discussion on risk-assessment practices in the private rental management 
confirmed the normal desired business outcome, maximise income and minimise cost.  
The agent will be able to control (avoid) greater business risk if they allocated good 
tenants who able to pay nominated rent on time and able to take care of the property. 
 
This study also recommended to further study to be conducted in the portfolio mix 
principle.  The portfolio mix consists of mixed product, mixed-use development, mixed-
user, mixed-producer (partnership arrangement) and mixed-public infrastructure. 
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